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National Association of Cost Accountants 


EDITORIAL DEPARTMENT NOTE 


Formal reports play a most important part in keeping the exectitive 
informed as to the results and trends of his business. ithout them he 
is dependent upon either oral statements of subordinates, his own personal 
contact with the various phases of operation, or on intuition. Modern 
large scale a cannot long be carried on without a well developed 
system of formal reporting. Reports, as one meets them in actual use, 
are of all kinds and characters—some good, some bad, and many very in- 
different. For the most part too little time and attention are given to 
working out a real system of reports suitable to a given situation. Re- 
port making needs careful control as well as other phases of business 
operation. 

Our current publication deals with some of the uses of reports and 
makes valuable tions as to points to be observed in drafting them. 

The cates, Wieer Swick, is well equi because of his breadth 
of experience, to speak of this subject. He was born in New Jersey 
not far from New York City and was educated in the public schools of 
his birth place. After graduating there he attended schools in Trenton. 
Since completing his scholastic training he has been engaged in cost ac- 
counting, purchasing, production, building construction and several other 

F te ral ith hi 1 

rom spent several years wi is company as traveling 
auditor on cost systems and factory accounts, with over two years in 
France. At the present time he is office manager at the Laidlaw Works 
of the Worthington Pump and Machinery Corporation, Elmwood Place, 
a suburb of Cincinnati, Ohio. 

He is a member of the Board of Directors of the Cincinnati Chapter 
of the National Association of Cost Accountants and presented this paper 
before a meeting of the Cincinnati Chapter, January 29, 1926. 


COST ACCOUNTING REPORTS FOR EXECUTIVES 


In discussing tonight the subject of Cost Accounting as an Aid 
to Management, I do not believe I am going to say anything that 
most of you do not already know, but I hope to treat the subject in 
a way that will perhaps lead you to think of some of the various 
features of the subject in a new light. 

How the cost accountant can be an aid to management, outside 
the usual practice of supplying a statement of the profits or losses, 
is a question to which I believe, we should all give careful study. 
No doubt you will agree with me that as a general rule management 
does not ask for very much aid from the accountant outside of a 
profit and loss statement, when profits are good; but in these days 
of high costs and close competition I believe good profits are not the 
rule except in businesses where costs are closely analyzed and 
studied and that the functions of the cost accountant are becoming 
more and more important every day. 

The most important part cf the cost accountant’s work is in 
the preparation of reports. In our business we make reports 
monthly, which I assume is done by most of you. After these re- 
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ports are made, accurately balanced with the books, and correctly 
typed, are they closely examined by the management or do they get 
placed in a file and left there? I have heard a lot about presenting 
reports with a letter calling attention to specific points and fea- 
tures, but how many times are these things me glanced over 
and laid aside. 

The main point I want to bring out is that after you present 
your reports and they are received with a mere formal “Thank. 
you,” or, as is sometimes the case, just a grunt, do you become dis- 
couraged? I would say you should not, but rather you should study 
your general manager, president or board of directors as the case 
may be, and find out just how these reports should be made up and 
presented to attract their attention. It has been my experience, 
and I believe the experience of most of you that the accountant’s 
education and training differs so much from the training of other 
executives that it is practically impossible for an accountant to 
present a report that will interest an engineer, sales manager, or 
production man, unless he studies the individual to whom he is 
making the report. The training of the above types of executives 
leads them to look at the results of the business from an entirely 
different angle from that of the accountant. 

In our business I deal more directly with the works manager, 
but at the same time I have to prepare our reports along prescribed 
lines to be sent to our head office at New York. I believe we have 
one of the best set of reports for our line of business I have ever 
seen, yet I have known works managers to whom those reports 
were only a scrap of paper. Why? Because they were designed 
more or less by the accounting department, and to the manager 
they were more or less a jumble of figures. The reports, which 
are not statistical, must be made in order that a balance sheet can 
be prepared showing profits and losses, and I believe the accountant 
should learn what the manager, the sales department, the engineer- 
ing, and the ney apy department require, and keep his records in 
such shape that he can prepare analyses and statements along lines 
which will bring out to these executives features which they should 
know and want to know, rather than be just an “Arithmetic Guy,” 
a name given to a cost accountant by one of our managers. Some- 
times I think it is necessary to educate executives to understand the 
accounting and financial reports. This is rather a difficult diplo- 
matic problem, which requires different treatment in each and 


every case, and I am not going to attempt to tell how to go about it. ~ 


i ag have not as yet learned how to be entirely successful along 
ese lines. 

One policy which I adhere to strictly, is to give the manage- 
ment my time whenever requested, whether day or night, even to 
the exclusion of personal matters at times, as I have always felt 
that the importance of the accountant is never really conceded in 
the mind of many executives. Nevertheless, in a business where 
the accounting is looked after by some member of the firm who is 
not an accountant, or by a or bookkeeper not a trained 
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accountant, I believe you will find a concern with whom it is difficult 
to do business. Collections are slow, statements are incorrect, and 
usually their profits are small. 

When profits are small, or when there are none at all, is the 
time when the accountant can bring his “red tape” into play and 
— save the day. This can oftentimes be accomplished in the 

ollowing manner: 

1. By providing a proper material control. 

2. By recording indirect expenses or overhead in such a man- 
ner as to be readily analyzed. 

8. By keeping such detailed costs as will permit their study 
with a view to determining whether costs are higher than 
necessary, and by furnishing comparative information to 
the production department with the least possible delay 
after the completion of the work. 

4. By providing the sales department with information show- 
ing which lines are profitable and which are not and also 
by furnishing data on which to base prices for new business 
or new lines. 


Costs are also useful at times to the engineering department 
as a guide in making up designs of new lines of manufacture or 
when enlarging on the lines already manufactured. 

Consider the question of material control. In our business we 
carry a complete stock ledger. That is to say, we carry an indi- 
vidual ledger card carrying the quantity on hand and also the value 
of the material. This ledger is tied in with the general accounts 
under the perpetual inventory system. No material is given out of 
stores for any purpose without a proper disbursement ticket being 
turned over to the storekeeper for the same. This ticket is priced 
from the value on the ledger card and is then passed through the 
control accounts as a credit to Stock, and a charge to Work in 
Process, or Indirect Expense, as the case may be. The value of the 
disbursement ticket as a waste preventive, I can illustrate by an 
experience I had while located at one of our company’s factories 
for the purpose of restoring a run-down system. 

As everyone knows, electric light bulbs in most lines of busi- 
ness, are never used for anything other than maintenance and are 
charged as an expense item. At this plant due to the fact that these 
bulbs were always purchased for factory lighting, which is an ex- 
pense, it was considered useless to turn them over to the control of 


’ the store room when purchased in quantities and waste the time of 


some man to write a disbursement order, give it to the store room 
to get the lamps and also waste the time of the stores ledger clerk 
in making the entries. Therefore, in this plant when lamps were 
received, they were delivered direct to the shop electrician and were 
charged to Indirect Expense immediately. , 

Upon taking charge of the work at this plant, I insisted that 
these be put under the storekeeper’s control. I met all sorts of 
objections to this. By taking all of the invoices for these lamps for 
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the previous year I found that we had purchased approximately 
ten times the quantity of lamps necessary for that plant. I give 
this one item as an illustration, but there were hundreds of items 
which had been handled in the same way. The result of placing all 
items of supplies under the control of the stockkeeper when pur- 
chased in quantities and of disbursing them from stores as required, 
enabled us to reduce our Indirect Expense approximately one- 
third and gave us complete control of the quantities purchased. 

The control of the quantities purchased is another important 
item. The human memory is a fickle thing and when memory is 
depended upon to know what quantities have been used for a cer- 
tain period in order to determine future requirements the wrong 
quantity is usually ordered. And generally the quantity is too large 
rather than too small. With a properly kept stock ledger card, we 
eliminate the guess work. 

Some question the difficulty of keeping these ledgers accurate 
as to quantities on hand. While there is always present some error, 
I firmly believe that an inventory taken from a properly kept ledger 
is far more accurate than a so-called “actual count,” wherein every- 
body from the office boy to minor executives is called upon once a 
year at inventory time to count stock without any preparatory prac- 
tice whatever. If some of you who may think such a counter is 
accurate will go home and count a couple of hundred beans I think 
you will make several counts before you arrive at the same quantity 
twice. I remember seeing counts made where the counter came 
upon a large quantity of pieces in a bin. Being somewhat lazy, he 
marked a quantity on his inventory sheet without counting the 
pieces, and said “If anyone doesn’t believe that is right let him 
count them himself.” 

The stock ledger is also used by the production department. 
When an order is received for a complete machine that is not 
carried in stock, and must be built, it goes first to the engineering 
department to be designed and a specification or bill of material is 
issued. This bill of material then passes to the stock department 
to be checked with the ledgers to determine what materials are on 
hand, either rough or finished. After this has been noted on the 
bill of material it is passed to an order department, where requisi- 
tions are issued to the purchasing department for any material 
necessary to be purc . Orders are issued to the foundries and 
shops for the parts to be manufactured, and disbursements are 
issued for the materials to come from stock. Here we eliminate the 
troubles had in many organizations where the ordering of parts, 
etc., is left to the various department heads. Here, when the final 
assembly is being made it is so often discovered that someone 
neglected to order some small part, which perhaps requires a w 
or ten days to get through the shops, which causes a holding up of 
the assembly of the machine. Or this often results in a breaking up 
of the entire routine and production schedule to rush the piece 
through in two or three days. This, of course, is always very ex- 
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pensive. This may not apply with equal force to a retail or a whole- 
sale buinesss, but I am sure a proper control of stock is very essen- 
tial to eliminate wastes and locate petty pilfering etc. We all know 
that in many lines of business if the cashier is short a few pennies, 
it is a fixed policy that he must find them; whereas valuable stocks 
of supplies and salable merchandise can be used, lost, or disposed of 
without any check whatsoever being had. When the annual inven- 
tory is taken, there is a write-off to be made of many thousands ot 
dollars, and no one knows just why. Would it not seem rather 
ridiculous to take an inventory of the cash but once a year? Yet, in 
either case, we are dealing with dollars or their equivalent. 

For the benefit of our executives and the general purchasing 
agent, we divide our stock into eighty-one classifications such as 
finished machines of different types, finished parts, rough castings, 
purchased parts, different raw materials, supplies, etc. At the end 
of each month a report is made showing in dollars the quantity on 
hand, the quantity placed in stock during the month, the amount 
disbursed during the month, and the balance on hand at the end of 
the month. From this report the executives can see what the turn- 
over amounts to and can determine whether or not the stock carried 
is greater than necessary for the amount of business being done. 
The natural tendency in corporations where the owners do not 
assume personal control is to carry a stock too large thereby tying 
up capital which could have been well used for other purposes. 

I know of one corporation which had no such stock control. 
During the years of 1916 and 1917 when metal products were get- 
ting difficult to procure, practically every storekeeper—of which 
there were several, because of the necessity of having a store room 
in each of the large cities and in five large plants—began to requisi- 
tion large quantities of materials. These requisitions were passed 
by the general purchasing agent and the orders placed without any 
definite knowledge of the normal quantities used. When the bills 
came in for the bulk of this material, they suddenly found they did 
not have sufficient funds to make payments. This corporation was 
making good profits at the time and was very prosperous. In order 
to pay for these materials, it was necessary to borrow. The bor- 
rowings became so great that the banks began to be frightened. At 
about this time, the man who had been president for more than 
twenty years resigned and was replaced by a new president. Per- 
haps this was not the cause of the president’s resignation but I do 
know that a serious attempt was made thereafter to establish a 
materials control. 

Consider the question of expenses. Are we recording these in 
such a way as to allow for complete analysis when necessary? Can 
we show the manager or the other executives which departments 
are becoming more and more expensive per productive hour, or 
other productive unit, or which items of expense in these depart- 
ments are exceptionally large? Valuable information can be com- 
piled for the management showing expenses per productive hour or 
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productive unit divided between fixed and controllable charges. The 
fixed charges per unit of production are bound to go up or down in 
a reverse ratio to the volume of business, but with perfect manage- 
ment the controllable charges per productive unit should always be 
the same. A chart showing the trend of these charges shows man- 
agement at a glance whether or not expenses are properly 
controlled. 

Can we give them reports to show these various items each 
month—types of report which will bring out these points in such a 
way that they will not have to spend hours poring over masses of 
figures? When high points are found, can we give a complete 
analysis of the bad spots, showing the cause? I believe we can, and 
when this is done the management will without doubt find a remedy. 
A very important consideration in this connection is to get this in- 
formation to the management while it is still fresh and the situation 
can be remedied before the loss becomes too great. If we do not do 
this the trouble is bound to be discovered some time, but usually it 
is too late to save a disaster. 

Referring to the question of keeping costs, all of us do more or 
less work keeping and compiling costs. It is absolutely necessary 
in a manufacturing business to compile costs in some form in order 
to determine profits or losses and to calculate the value of finished 
products on hand. Even with so-called “standard costs” some cost 
compilation must be done, and for these purposes a cost depart- 
ment must be maintained. Since we must have some clerical force 
to do that which cannot be dispensed with, it seems good policy to 
make a slight addition to this force and compile some data for the 
management, such as to show the trend of costs from month to 
month, to show whether a certain operation costs more to perform 
this month than it cost last month or the last time it was per- 
formed; and to determine just how to present this information to 
your management in order to tell its story most effectively. 

It has been my experience with managers of machinery manu- 
facturing plants that they do not appreciate the amount of work 
done by the clerical force. How can you expect them to appreciate 
it when all they get from the clerical staff may be one or two sheets 
of paper each month showing the profits or losses? 

In our work we compile a cost record showing the complete 
details of the cost of manufactured parts, from the raw material to 
the finished part. This includes a record of the machine or ma- 
chines on which the work is done, the check number of the man 
who performed each operation, the time required, and the money 
cost. This cost record is not made for every order in cases where 
we run one or two lots of the same part per month, but a sufficient 
number of these orders is recorded in this way to give a good com- 
parison of costs of orders and to show the trend. When these 
records show a cost to be out of line with a previous cost the record, 
which is kept in a loose leaf binder, is laid on the manager’s desk— 
a complete story without any further explanation. He can immedi- 
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ately call on the department heads for an explanation and apply 
corrective measures where necessary. 

These records are also valuable for use when making estimates. 
It may be that two or three years ago a certain large machine was 
built. Today the sales department has an inquiry for a duplicate. 
Since the time when the machine was built, prices of materials and 
labor may have changed. What shall be our selling price of today? 
The previous cost has no value for this purpose because no one can 
determine accurately the percentage of change in the cost due to 
the many elements in it. From this cost record, however, we can 
prepare for the estimating department in a very short time the 
weights and kinds of material and the hours of labor necessary to 
build this machine from the raw material to the finished product. 
To these data we may apply current prices and burden, and so know 
within very narrow limits what our present day cost should be to 
build a duplicate. 

To sum up, I should like to emphasize two points. 

1. Do not keep or compile a lot of records which are never 
looked at or are seldom referred to. 

2. Study the various executives to whom reports go. Find out 
exactly what is wanted and in what form. Then, give all the infor- 
mation possible from the records. Be careful, however, not to 
burden the executive with unnecessary detail. 
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